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DETAILED ACTION 

Priority 

1 . Examiner has given consideration to applicant's Provisional Application No. 
60/431 ,431 filed on December 9, 2002. For examining purposes of this application, the 
effective filing date will be December 9, 2002. 

Claim Objections 

2. Claim 3 objected to because of the following informalities: the claim recites 
wherein identifying and later (4th line) recites comprising identifying . The claim is very 
confusing as to what Applicant is trying to claim. Appropriate correction is required. 

Claim Rejections - 35 USC §112 

3. The following is a quotation of the first paragraph of 35 U.S.C. 1 12: 

The specification shall contain a written description of the invention, and of the manner and process of 
making and using it, in such full, clear, concise, and exact terms as to enable any person skilled in the 
art to which it pertains, or with which it is most nearly connected, to make and use the same and shall 
set forth the best mode contemplated by the inventor of carrying out his invention. 

4. Claims 9, 13 and 14 rejected under 35 U.S.C. 112, first paragraph, as failing to 
comply with the written description requirement. The claim(s) contains subject matter 
which was not described in the specification in such a way as to reasonably convey to 
one skilled in the relevant art that the inventor(s), at the time the application was filed, 
had possession of the claimed invention. The terms substantially risk-neutral valuation , 
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substantially arbitrage-free valuation and substantially independent are relative terms 
with no clear definition provided in the specification. 



Claim Rejections - 35 USC § 101 

5. 35 U.S.C. 101 reads as follows: 

Whoever invents or discovers any new and useful process, machine, manufacture, or composition of 
matter, or any new and useful improvement thereof, may obtain a patent therefor, subject to the 
conditions and requirements of this title. 

6. Claims 15-20 rejected under 35 U.S.C. 101 because the claimed invention is 
directed to non-statutory subject matter. Claims 15-20 recite a digital memory medium, 
which by it self is non-statutory. MPEP § 2106.02 states Nonfunctional descriptive 
material that does not constitute a statutory process, machine, manufacture, or 
composition of matter and should be rejected under 35 U.S.C. 101. Certain types of 
descriptive material, such as music, literature, art, photographs, and mere 
arrangements or compilations of facts or data, without any functional interrelationship is 
not a process, machine, manufacture, or composition of matter. Applicant does not 
recite a computer readable-medium being capable of execution on a computer 
processor. 

Claim Rejections - 35 USC § 102 

7. The following is a quotation of the appropriate paragraphs of 35 U.S.C. 102 that 
form the basis for the rejections under this section made in this Office action: 

A person shall be entitled to a patent unless - 
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(b) the invention was patented or described in a printed publication in this or a foreign country or in public 
use or on sale in this country, more than one year prior to the date of application for patent in the United 
States. 

8. Claims 1-5, 8-10,15 and 17-18 rejected under 35 U.S.C. 102(b) as being 
anticipated by Schultz, U.S. Patent Application Publication 2001/0056391 (see PTO- 
892,Ref.A). 

9. As per claim 1 , Schultz teaches a method for valuing options comprising: 
identifying at least a first and second option termination event which first and second 
option termination event can each impact in different ways, at least in part, a window of 
exerciseability and an option's termination-dependent value; providing an option pricing 
model as a function, at least in part, of a risk assessment for the first and second option 
termination event (see abstract and paragraphs 57-63). 

1 0. As per claim 2, Schultz teaches the method of claim 1 as described above. 
Schultz further teaches wherein the method for valuing options further comprises a 
method for valuing stock options (see abstract and paragraph 16). 

11. As per claim 3, Schultz teaches the method of claim 2 as described above. 
Schultz further teaches wherein identifying at least a first and second option termination 
event which first and second option termination event can each impact in different ways, 
at least in part, a window of exerciseability and an option's termination-dependent value 
comprises identifying at least a first and second stock option termination event which 
first and second stock option termination event can each impact in different ways, at 
least in part, a window of exerciseability and an option's termination-dependent value 
(see paragraph 69). 
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12. As per claim 4, Schultz teaches the method of claim 1 as described above. 
Schultz further teaches wherein the first and second option termination events 
correspond to employment termination events (see paragraph 69). 

13. As per claim 5, Schultz teaches the method of claim 4 as described above. 
Schultz further teaches wherein at least one of the employment termination events 
comprises at least one of: voluntary severance; severance for cause; death; corporate 
bankruptcy (see paragraph 69). 

14. As per claim 8, Schultz teaches the method of claim 1 as described above. 
Schultz further teaches comprising using the option pricing model to provide a valuation 
figure for a multiple termination option (see paragraph 69). 

15. As per claim 9, Schultz teaches a method for facilitating risk-neutral valuation of 
executive stock options while taking into account multiple severance risks and exercise 
restrictions comprising: identifying multiple severance risks wherein each of the 
severance risks: is at least partially dependent upon an executive's mode of exit from 
corresponding employment; and has a corresponding, different ex-severance value; 
modeling the multiple severance risks to provide at least one corresponding model; 
using the at least one corresponding model to provide a substantially risk-neutral 
valuation for the executive stock options (see paragraph 69). 

16. As per claim 10, Schultz teaches the method of claim 9 as described above. 
Schultz further teaches wherein identifying multiple severance risks comprises 
identifying at least one of: voluntary severance; severance for cause; death; corporate 
bankruptcy (see paragraph 69). 
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17. Claim 15 recite similar limitations to claim 1 and thus rejected using the same art 
and rationale in the rejection of claim 1 as set forth above. 

18. Claim 17 recite similar limitations to claim 4 and thus rejected using the same art 
and rationale in the rejection of claim 4 as set forth above. 

19. Claim 18 recite similar limitations to claim 5 and thus rejected using the same art 
and rationale in the rejection of claim 5 as set forth above. 

Claim Rejections - 35 USC § 103 

20. The following is a quotation of 35 U.S.C. 1 03(a) which forms the basis for all 

obviousness rejections set forth in this Office action: 

(a) A patent may not be obtained though the invention is not identically disclosed or described as set 
forth in section 102 of this title, if the differences between the subject matter sought to be patented and 
the prior art are such that the subject matter as a whole would have been obvious at the time the 
invention was made to a person having ordinary skill in the art to which said subject matter pertains. 
Patentability shall not be negatived by the manner in which the invention was made. 

21. Claims 6 and 19 rejected under 35 U.S.C. 103(a) as being unpatentable over 
Schultz, U.S. Patent Application Publication 2001/0056391 (see PTO-892, Ref. A) in 
view of Rudkin, U.S. Patent Application Publication 2004/0103053 (see PTO-892, Ref. 
B). 

22. As per claim 6, Schultz teaches the method of claim 1 as described above. 
Schultz does not explicitly teach wherein providing an option pricing model further 
comprises providing an extension of a binomial model. 

Rudkin teaches wherein providing an option pricing model further comprises 
providing an extension of a binomial model (see Table B on page 7). 
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Therefore, it would be prima facie obvious to a person of ordinary skill in the art 
at the time of the invention to combine the teachings of Schultz and Rudkin to provide 
an extension of a binomial model because it allows one to compare to other models like 
Black- Scholes and modified Black- Scholes as taught by Rudkin (see Table B on page 
7). The Binomial Lattice model and the Black- Scholes model are primarily used for the 
purpose of valuing market traded options. 

23. Claim 19 recite similar limitations to claim 6 and thus rejected using the same art 
and rationale in the rejection of claim 6 as set forth above. 

24. Claim 7 rejected under 35 U.S.C. 103(a) as being unpatentable over Schultz, 
U.S. Patent Application Publication 2001/0056391 (see PTO-892, Ref. A) in view of 
Ayache, U.S. Patent Application Publication 2002/0073007 (see PTO-892, Ref. C). 

25. As per claims 7 and 20, Schultz teaches the method of claim 1 as described 
above. Schultz does not explicitly teach wherein providing an option pricing model 
further comprises providing a multi-termination partial differential equation-based pricing 
model. 

Ayache teaches wherein providing an option pricing model further comprises 
providing a multi-termination partial differential equation-based pricing model (see 
paragraphs 32-33). 

Therefore, it would be prima facie obvious to a person of ordinary skill in the art 
at the time of the invention to combine the teachings of Schultz and Rudkin to provide a 
multi-termination partial differential equation-based pricing model because it allows one 
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numerically solve a partial differential equation instead of using a stochastic process 
known as a lattice approach as taught by Ayache (see paragraph 41). 

26. Claim 20 recite similar limitations to claim 7 and thus rejected using the same art 
and rationale in the rejection of claim 7 as set forth above. 

27. Claims 1 1 and 12 rejected under 35 U.S.C. 103(a) as being unpatentable over 
Schultz, U.S. Patent Application Publication 2001/0056391 (see PTO-892, Ref. A) in 
view of Heterogeneous information arrival and option pricing by Patrick Asea and Mthuli 
Neube (see PTO-892, Ref. U). Hereinafter Asea. 

28. As per claims 1 1 and 12, Schultz teaches the method of claim 9 as described 
above. Schultz does not explicitly teach wherein modeling the multiple severance risks 
to provide at least one corresponding model comprises using a doubly stochastic 
Poisson probability process. 

Asea teaches wherein modeling the multiple severance risks to provide at least 
one corresponding model comprises using a doubly stochastic Poisson probability 
process and a multi-severance binomial tree (see page 292-293). 

Therefore, it would be prima facie obvious to a person of ordinary skill in the art 
at the time of the invention to combine the teachings of Schultz and Asea to provide a 
model using a doubly stochastic Poisson probability process and a multi-severance 
binomial tree because it is able to reduce some pricing bias as seen in other pricing 
models as taught by Asea (see page 293). 
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Conclusion 

The Examiner has cited particular columns and line numbers in the references as 
applied to the claims for the convenience of the applicant. Although the specified 
citations are representative of the teachings in the art and are applied to the specific 
limitations within the individual claim, other passages and figures may apply as well. It 
is respectfully requested from the applicant, in preparing the responses, to fully consider 
the references in entirety as potentially teaching all or part of the claimed invention, as 
well as the context of the passage as taught by the prior art or disclosed by the 
examiner. 

Any inquiry concerning this communication or earlier communications from the 
examiner should be directed to Shahid R. Merchant whose telephone number is 571- 
270-1360. The examiner can normally be reached on First Friday Off. 

If attempts to reach the examiner by telephone are unsuccessful, the examiner's 
supervisor, James P. Trammel can be reached on 571-272-6712. The fax phone 
number for the organization where this application or proceeding is assigned is 571- 
273-8300. 

Information regarding the status of an application may be obtained from the 
Patent Application Information Retrieval (PAIR) system. Status information for 
published applications may be obtained from either Private PAIR or Public PAIR. 
Status information for unpublished applications is available through Private PAIR only. 
For more information about the PAIR system, see http://pair-direct.uspto.gov. Should 
you have questions on access to the Private PAIR system, contact the Electronic 
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Business Center (EBC) at 866-217-9197 (toll-free). If you would like assistance from a 
USPTO Customer Service Representative or access to the automated information 
system, call 800-786-9199 (IN USA OR CANADA) or 571-272-1000. 

SRM 




PRIMARY EXAMINER 



